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Estimating Exchange Rate Elasticity of China’s Manufacturing Export Price.
From the Perspective of Vertical Specialization
WANG Jian—xin, GAO Yun-sheng, CHANG Ying

(Business School of Shanghai University of International Business and Economics, Shanghai 201620, China)

Abstract: What effects can adjusting the exchange rate have on China’s foreign trade? Existing literature
suggests that the exchange rate elasticity of China’s manufacturing export prices is very small, and thus adjusting
exchange rates have little impact on China’s foreign trade. But the exchange rate adjustment policy, to some
extent, can indeed affect the competitiveness of export products. Theoretical studies contradict the reality, and why?
From the perspective of China’s provinces’ vertical specialization, an explanation is given to this question: vertical
specialization proportion of China’s provinces exerts greater positive effect on China’s manufacturing export prices
of exchange rate elasticity. With the rise of the proportion of vertical specialization, the exchange rate elasticity will
increase. Compared with the study of existing literature on China, after joining the impact of vertical specialization
proportion, China’s provinces’ export prices’ exchange rate elasticity coefficient is much larger than the estimated
results in the literature. Samples of differentiated products, different modes of transport and the use of vertical
specialization proportion of Chinese exports to EU15’s 11 manufacturing products samples are tested robustly and
the conclusions are very stable.

Key Words: export price; exchange rate elasticity; exchange rate pass—through effect; vertical specialization
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